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ECONOMIC INDICATORS 
Millions of U.S. Dollars (*) 


-Cy 1981 cy 1982 CY 1983 Cy 1984 
INCOME, PRODUCTION 


‘GDP at 1981 prices 3666 (E) 
GNP at current prices 5220 (E) 
GNP per capita (**) 614 (E) 
Output by sector 

Agri. and Fish. 

Manufacturing 

Construction 

Whsle. and Retail 

Trans. and Comm. 

Gov't services 


Final Gov't Consumption 
Final Priv. Consumption 
Gross Fixed Cap. Form. 


MONEY AND FINANCE 


Total Current Govt Revenue 

Total Current Govt Expend. 

Retail Price Index 
(1978 = 100) . 183 (E) 

Money Supply 

Money Outside of Banks 

Central Bank Reserves 357 (May) 
at end of year. . 


BALANCE OF PAYMENTS 


Current Account -657 -609 -562 
Trade Account -1719 -1926 -1767 
Exports 10 5 10 
Total Imports -1729 -1931 -1776 
Private Imports -1369 -1416 -1345 
_ Public Imports -360 -515 -431 
Private Transfers 977 1178 1231 1265 (E) 
Off'l Transfers (cash) 322 . 413 148 
U.S. Exports 46 31 107 
U.S. Exports as % of market 3% 2% : 12% 


* Official exchange rate 4.585 YR = $1.00 through 1983; YR devalued 
several times in 1984. 5.73 YR = $1.00 as of August 15, 1984. 


Current prices. Estimated population is 8.5 millicn. 


Source: Central Planning Office Statistical Year Book 





1. SUMMARY 


Yemen received good economic news in July 1984 when "promising 
quantities" of oil were discovered in the eastern border region 
near Mareb. Though confirmation wells are still being drilled 
to delineate the extent of the find, the news comes as welcome 
relief for Yemeni economy. 


Economic growth in 1983-1984 continues at a Sluggish pace as the 
government struggles to solve a number of serious problems: 

®° Central Bank reserves have fallen nearly $1 billion over the 
past three years and now cover about two months' worth of imports 
as of mid 1984; 


° the current account is continuing a string of deficits that 


began in 1979; 


° the foreign loans and grants have fallen off sharply; and 


° a drought starting in 1982 has cut agricultural production 


by 10-15%. 


In face of these difficulties, the government embraced a package 
of austerity measures beginning in mid-1983. They include a re- 
duction of spending to bring its budget under control, restrictions 
on imports and higher tariffs on consumer items, and a series of 
devaluations and foreign-exchange restrictions. So far these 
measures have achieved some improvement in the government's financ- 
ial position, but not without affecting the private sector. 

Private Yemeni businessmen complain about foreign-currency short- 
ages, delays in obtaining import licenses, and the loss of business 
to smuggling. : 


An unusual feature of economic life in Yemen is the existence 
of a large informal sector, largely immune from government control, 
flourishing alongside the formal economy reported in the official 
statistics. Some estimates put the size of the informal sector 
at one-fourth to one-third of reported GDP. The better part of 





this unreported activity is trading to satisfy consumer appetites. 
As much as a billion dollars worth of consumer goods may enter 
Yemen yearly through the informal sector and foreign exchange held 
outside this banking system may equal that held in it. 


-The economic forecast for 1985 calls for: 
© continued slow growth, but with some recovery in agriculture 
rains return to their seasonal schedule; 


° some expansion in manufacturing; 


growing activity related to oil exploration; 

a slow relaxation in import restrictions; 

a continued tight-budget policy; 

continued scarcity of hard currencies in the banking system; 


further decline of the rial in the free market; and 


° a slight rise in remittances payments. 


Yemen is a tough market for American businessmen largely because 
it is remote and because it so dominated by Japanese and European 
Suppliers. Best estimates for the U.S. business opportunities, 
however, are found in sales of agricultural equipment, oil-field 
servicing, solar energy, port and harbor construction, sales of 


water pumps and irrigation equipment, and possibly computers and 
office machinery. 


Il.CURRENT SITUATION AND TRENDS 


The bright spot in Yemen's economy is news that "promising 
quantities" of oil were discovered about 200 miles east of Sanaa 
in July 1984. The discovery was made by a U.S. firm, the Hunt Oil 
Company, drilling its first wildcat well. The well reached a depth 
of 13,720 feet in June 1984, and is capable of producing 10,000 
barrels of oil a day. As Hunt continues to explore in the dis- 
covery area, the Yemenis hope to know by early 1985 if profitable 
quantities of oil are present. Export production is four years 
away even if large quantities are found. 





According to government statistics, Yemen eked out a 2% gain 
in GDP in 1983. Economic growth is expected to come in a little 
better than that in 1984 if agriculture rebounds from the drought 
it has suffered for the past two years. Bad weather aside, how- 
ever, Yemeni agriculture has been in decline for years, a result 
of inadequate land-management techniques and farm labor shortages. 


The manufacturing sector, however, turned in a surprise perform- 
ance, in 1983, up 23% on the year (albeit measured from a small 
base), and may now account for 7.5% of Yemen's GDP (up from 6% in 
1981). Private-sector manufacturing, especially in products that 
offset imports, will probably continue to grow in 1984. 


In recent years, Yemen's foreign-exchange earnings, derived 
mainly from remitted savings of Yemenis working abroad, have not 
fully covered the country's import bill. The current account will 
probably register another deficit in 1984 (perhaps a little smaller 
than 1983's), continuing a string beginning in 1979. These de- 
ficits have depleted Central Bank reserves which now hover around 
$350 million, a decline of more than $1 billion in three years. 


In the second half of 1983, with a heavy loss of reserves, and 
with rial dropping on the free market, the government moved on a 
number of fronts. It raised tariffs on consumer items, restricted 
the granting of import licenses, and stepped up anti-smuggling 
measures to cut down on imports. It also cut spending on big : 
capital projects in order to help right the national budget, which ‘ 
had been operating seriously in the red. These policies have had 
some success in improving the government's financial position. 


Documented imports in 1983, for example, fell to $1.8 billion, 
a decrease of $152 million from 1982. As a result, the current 
account deficit for that year fell to $568 million, a 7% reduction 
over 1982 figures. Relief also came from continued strong remit- 
tance payments. Some one million Yemenis work abroad, mostly on 
construction projects in Saudi Arabia, and in 1983, these workers 
sent home an estimated $1.23 billion, a $43 million increase from 
1982. Remittances are expected to remain at about the same level 
or increase slightly in 1984. 


With reserves depleted, the Central Bank has abandoned its 
policy of selling hard currencies. As a result, the gap between 





the official exchange rate (pegged at 4.5 YR to $1.00 from 1974 
until early 1984) and the "street rate" offered by private money 
changers periodically has grown wide enough to force official 
action. In 1984, the Bank adjusted its official rate several times 
to bring it in line with the street rate. By the third quarter 

of the year, the value of the rial fell about 26% compared with 
the same period a year earlier. Many observers think the rial may 
fall to 6 YR to $1 by the beginning of 1985 and 7.5 YR by the 
beginning of 1986. Behind the exchange rate changes is the inter- 
action of a complex set of factors including the world-wide 
strength of the dollar, the demand for rials (principally in Jidda) 
for remittances, the willingness of merchants to make available 
"mattress dollars" to the banking system, and the hard currency 
needs for foreign trade and travel and for compensation to the 
Sizeable expatriot labor force in Yemen. 


Data for 1983 indicate that the national budget turned in a $52 
million surplus that year, compared to a $330 million deficit a 
year earlier. The improvement came as government reduced spending 
by two per cent and increased revenues by a striking 44% -- the 
result of re-doubled efforts to collect taxes and crackdown on 
‘ smuggling. , 


Presently Yemen is faced with a problem of diminished foreign 
loans and grants. In the past Yemen has used cash payments from 
foreign governments to pay for capital-investment projects or to 
cover the government's budget deficit. Official government 
transfers in 1983, however, amounted to only $149 million, a sharp 
reduction from the $417 received in 1982. These decreases have 
caused the government to stretch out project schedules in its 
current five year plan covering 1982-1986. Because financing is 
by some estimates 30%-40% below expectations, there is little 


chance annual GDP will meet its targeted 7% annual growth the Plan 
envisions. 


Other key objectives of the Plan are (a) developing skilled 
manpower and improving education (necessary conditions for future 
growth in the society); (b) exploiting natural and mineral 
resources; (c) developing agriculture; (d) channeling savings into 
productive uses and away from spending on luxury goods; and (3) 
encouraging the private sector to establish businesses "designed 
to increase local production of import substitutes and to diversify 
the production of goods for export," 





According to the Plan, government-owned (or partially owned) 
enterprises are generally restricted to infrastructure development 
(roads, harbors, public utilities), and to a few key industrial 
concerns, such as cement and textile plants. However, these kinds 
of investments depend to a large extent on foreign financing. 

New capital investment projects must have at least 50% foreign 
financing, according to Yemen government officials. The Government 
has encouraged the private sector to take up the slack occasioned 
by the slow-down in government-sponsored capital-investment 
projects. Response has varied. Most interest has been in agri- 
culture and light manufacturing. 


On the matter of prices, reliable data are hard to come by. 
According to official government statistics, the country's overall 
retail price index increased 5% in 1983, widely regarded as an 
understatement of the true price situation. ° A common estimate of 
inflation is 8-10% in 1983. 


In 1984, depreciation of the rial will affect prices. By some 
estimates perhaps one-half of all the goods and services available 
in Yemen are of foreign origin. Devaluation means that these 
goods become dearer. In the past, efforts by Yemen's Central Bank 


to protect an overvalued currency have amounted to a subsidy of 
goods brought in at the official rate. Import prices are kept low, 
but at the expense of depleting Central Bank reserves. This pro- 
tection is no longer available. Overall inflation may be in the 
range of 15%. 


One of the most striking features of the Yemeni economy is that, 
in a sense, it is two economies in one. There is the conventional 
or “formal” economy dutifully reported in official government 
statistics, such as rates of growth, levels of imports, balances 
of payments -- familiar benchmarks to businessmen, bankers, and 
economists. But there is another economy in Yemen, one that exists 
alongside the "formal" economy but is not captured by its statis- 
tics. No one knows how big Yemen's shadow economy is, but some 
estimates indicate that as much as one-fourth to one-third of all 
economic activity in the country goes unrecorded. 


For example, it is generally agreed that official trade statis- 
tics understate the true level of Yemen's imports. A billion 
dollars or more of goods -- consumer items, building materials, 





petroleum -- enter the country unofficially. According to one 
estimate, Yemen's 1983 import bill probably amounted to $3.2 
billion. This compares to the $1.8 billion shown in government 
statistics. The U.S. is a small supplier to Yemen, but in reality 
some fraction of American sales to Saudi Arabia reach the Yemeni 
market as re-exports. 


Vast amounts of money are also held outside the "formal" 
economy. Money changers, which are legal in Yemen, enjoy a flour- 
ishing business as they can offer attractive rates for hard cur- 
rencies, while the banking community is required to deal at 
officially proscribed rates. The government has taken steps to 
control transactions of the money changers, but large amounts of 
hard-currencies still flow back and forth across the border to 
pay for official and unofficial imports. 


To its credit, however, the government recognizes the power 
of the free market at work, and has responded to the "street price" 
of the rial to adjust the official exchange rate. The government 
also allows the commercial banks to purchase hard-currencies from 
the money changers (through a special mechanism) to supplement 
their hard currency needs, but there is still a shortage. The 


presence of large amounts of money outside the banking system also 
provides a reservoir of venture capital for investment opport- 
unities. In fact, much seed money in Yemen is obtained through 
one's family ties and personal connections. 


IV.IMPLICATIONS FOR U.S. BUSINESSMEN 


Normally the United States ranks as Yemen's 10th or 11th 
largest trading partner, following Saudi Arabia, Japan, China, 
Singapore, and several major European trading countries. In 1983, 
however, the U.S. sold $107 million worth of imports, including 
a $60 million, concessionary grain sale. But apart from this 
surge, the U.S. captures about 2% or 3% of the Yemeni market, com- 
pared to 10%-12% for Saudi Arabia (mostly re-exports), 15%-20% 
for Japan, and 8%-12% for France. 


Yemen's major imports are food and consumer products and capital 
goods. The latter consist mostly of cement, iron and steel, 
machinery, and transportation equipment. Yemen also buys large 
quantities of petroleum products (699,000 tons in 1983). 





Trade partners for U.S. businessmen can be found in Yemen's 
growing private sector. They can also guide U.S. businessmen to 
opportunities in a number of public-sector projects, such as rural 
electrification, road and port construction, communications, and 
investments in key industries. Virtually all government projects, 
however, depend on financing from foreign donors, who often tie 
strings to the deals. Lead contractors on many of these projects 
are identified early in the negotiation stage, and it is common 
that the contractor's nationality depends on the nation supplying 


the financing. Examples of projects presently awaiting financing 
are: 


° a water supply system in a rural area; 


sewage and water supply systems for two mid-size cities; 
geothermal energy exploration; 

assistance for the storage and distribution of petroleum; 
on-going construction of hard surface roads. 


In the private sector, trade opportunities are likely to be 
found in the areas of agribusiness and light manufacturing -- 
especially for products having an “import substitution" effect. 
The following are recent examples of purchases and other business 
deals Yemeni companies have sought with U.S. firms: 


° 


performance of feasibility study to build a glass bottle plant; 


° agricultural chemicals; raw materials for making soap, shampoo, 
biscuits, and candy; 


° household furniture; 
poultry equipment for broiler, layer and pullet production; 
construction and sewage-purification equipment; 
printing and photo-copying equipment; 


fruit orchards for the Mareb and Bajil regions. 





There are also opportunities for direct investment. In fact, 
there has been a trend among Yemeni trading companies to expand 
operations beyond the import/export business and to seek out 
foreign partners for joint ventures. Turnkey deals, especially 
those with a strong technical-assistance component, are also 
high on Yemeni shopping lists. Suitable American partners have 
recently been sought for manufacturing green houses, supplying an 
entire hospital, and providing equipment and know-how for a 
table-salt project. 


Future U.S. business opportunities will likely be found in 
the following areas: 


° Oil extraction. Opportunities will become available for 
Oil-rig servicing and pipeline construction if tests show that 
Yemen can be a profitable oil producer (say at 100,000 barrels a 
day). A pipeline several hundred miles long will have to be built 
from the oil region near Mareb to the port of Salef on the Red Sea. 


° Port expansion. Salef is an underdeveloped port enjoying 
a greater water depth (65 feet) than Yemen's primary port of 
Hodeidah (31 feet). Salef is earmarked for the expansion of 
berthing facilities and the construction of grain and oil storage 
facilities. 


° Solar energy. Passive water heating systems are already in 
use in some parts of the country, and there may also be a pro- 
mising market in the sale of photovoltaic arrays for rural house- 
holds and agricultural applications. 


° Computers. Yemen now makes limited use of word processors 
and computers, but makers of these products should take a good 
look at the market's potential. 


° Water resource technology. Agriculture is Yemen's strong 
suit, but there is a need for improved irrigation technology and 
reliable sources of water. There are opportunities for sale of 
deep-well drilling equipment, water pumps, and irrigation equip- 
ment. The USAID mission in Yemen is active in this field. 


° Sale of grains, especially wheat and rice. Best estimate 
is that Yemen will be a buyer of U.S. grains only under conces- 
sionary financial arrangements, such as the PL-480 "For for Peace" 





program. There may also be a market for the sale of poultry 
feeds and frozen beef. 


° 


Opportunities which may be generated by USAID activities 
in Yemen. AID projects are currently underway in the fields of 
water-resource technology, horticulture, poultry operations, and 
health care. 


In short, a market profile for Yemen would have to include the 
following highlights: 

° The level of remittances will probably stay over $1 billion 
in 1984, supplying the economy with some purchasing power. 

° The prosperity of the 1970s seems to have been widely distri- 
buted, so that many Yemenis, even of modest means, can afford 
many consumer goods. 

° Venture capital, much outside the banking system, is avail- 
able and looking for good opportunities. 

° Public spending on education and manpower training has in- 
creased, signifying that the government is moving to solve a 
serious obstacle to further development. In fact, more than 800 
Yemeni businessmen and government officials have graduated from 
USAID-sponsored programs in the United States. 

° Thousands of Yemenis have spent time working in the United 
States -- mostly in the Detroit area and in New York City -- and 
are familiar with U.S. products. 


° 


The private sector is alive and well and has the support of 
the central government to play a key role in the country's eco- 
nomic life. Further, USAID activities in Yemen support the ob- 
jectives of the private sector. AID focuses on exposing Yemeni 
businessmen, especially in agriculture, to modern production 
techniques, with the aim of "“institutionalizing" this technique 
as a permanent feature of the private sector. 


Yemen is a tough market for American businessmen largely because 
it is remote and because it is dominated by Japanese and European 
suppliers. Those willing to explore the market, however, will 
find their Yemeni counter-parts savvy in the ways of business, 
friendly towards Americans, and well-disposed to American products. 




















